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l. SUMMARY OF DECISION

This Oder clarifies the method by which Bell Atlantic wll
calculate the revised price regulation index (PRI), actual price
i ndex (API), and the maxi mum | evel of rates allowed in its annual
rate revision filings under the alternative formof regulation
(AFOR) ordered at Docket No. 94-123.

11. BACKGROUND

I n Docket No. 94-123, we inplenented of an alternative form
of regulation (AFOR) for New Engl and Tel ephone and Tel egraph
Conpany d/b/a NYNEX (now Bell Atlantic-Maine). In that O-der, we
est abl i shed procedures for annual rate revisions. Bell Atlantic
must file a proposed rate revision on Septenber 1 of each year
and the Conm ssion nornmally approves those rate changes for
effect on Decenber 1 of each year.

During the course of NYNEX' s first annual AFOR filing, in
Docket No. 96-440, it becane apparent that certain matters had
not been addressed by the AFOR Order or were unclear. In the
Notice issued in Docket No. 97-079 we proposed a nethodol ogy that
we under stood had been agreed to by the Conpany and nmenbers of
the Comm ssion's Staff.* The Conpany filed coments indicating

The Notice in Docket No. 97-079 al so addressed one ot her
i ssue, whether to provide a credit for mgration fromtwo tol
services to another toll service. That issue was decided in an
Order issued in this docket on Novenber 25, 1997.
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that it did not agree, at |least in sone respects, wth the

met hodol ogy described in the Notice. Subsequently, the Conpany
and Comm ssion Staff conferred further and, on Septenber 23,

1997, filed a letter that stated they had agreed on a net hodol ogy
and that described the nethodol ogy.

111. DECISION

In this Order, we approve a nethodol ogy that is consistent
with the Septenber 23 letter (attached). This Order effectively
amends the AFOR Order issued in Docket No. 94-123; we exercise
our authority under 35-A MR S. A 8§ 1321 to anend that O der

By this Order, we confirmthe nethod stated in the AFOR
Order for annual recal culations of the price regulation index
(PRI'). W also establish the Actual Price Index (API)2 and
clarify the nethod for calculating the maxi numoverall rate |evel
for core rates that Bell Atlantic is permtted to inplenent in
t he annual AFOR filing.

A The | ndi ces

1. The PRI

The PRI (or price regulation index)
establ i shes the maxi mum overall |evel of rates that Bell Atlantic
may establish for core services. The PRI is recal cul ated each
year, based on two variable factors (inflation and exogenous cost
changes) and a fixed productivity factor. The fornmula is shown
below. The PRI shall be calculated to two deci mal places.

The PRI is a "rolling" index that shows the
cunmul ati ve change since the beginning of the AFOR, when it was
set at 100. Thus, if the change in the PRI at the end of the
first year was -2% the PRI for the second year would be 98. If
the change in the PRI at the end of the second year was al so -2%
the PRI at the beginning of the third year woul d be 96. 04.

After the first annual change in the PRI, it
is not possible to determ ne the annual change in the PRI from
the PRI itself. In order to determ ne the nost recent annual

change, it is necessary to divide the current PRl by the previous
PRI .

The APl is not described in the AFOR Order (Docket
No. 94-123), but Bell Atlantic provided an APl calculation in its
first annual AFOR filing in Docket No. 96-440.
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2. The API
The Actual Price Index (API) is an index that
runs in parallel to and is conparable to the PRI. The API, like
the PRI, is a "rolling," cumulative index that shows the change

in the actual overall price level since the beginning of the
AFOR. A conparison between the current PRI and the current API
shows the rel ati onship between the maxi mum overall price |evel

all oned and the actual overall price level. The APl is derived
froma revenue calculation, i.e., the aggregate of all of Bel
Atlantic's rates, weighted by the billing units for each rate

el ement.® The APl shall be calculated to two deci mal pl aces.

The API is necessary to inplenment the
"banki ng" provision at page 61 of the AFOR Order. If, at the
begi nning of an AFOR rate year, the APl is below the PRI, Bel
Atlantic may "bank" the difference. At the beginning of the
following AFOR rate year, Bell Atlantic does not have to reduce
its aggregate prices by the anount of the change in the PRI
rather, it nmust reduce its prices only by the anmount that is
necessary to make sure that the APl is no greater than the PRI

B. Annual Cal cul ati on

The AFOR Order requires Bell Atlantic to file the
revised PRI and proposed new rates on Septenber 1 of each year.
Rat es approved in that filing are in effect for 12 nonths from
the foll owm ng Decenber 1 to Novenber 30 of the next year. The
cal cul ational steps described bel ow i ncl ude several “revenue”
cal cul ati ons.

The AFOR regul ates Bell Atlantic’s rates, not its
revenues.* However, whether its overall level of rates is within
t he amount allowed by the PRI is determ ned nost sinply by these
revenue cal cul ati ons, which consist of each rate nultiplied by
its respective units sold, all added together. The revenue
cal cul ations are used only for measurenent purposes and do not
represent an actual |evel of revenue at any point in tine.5

2Any given service may have nore than one rate elenment. For
exanple, if a service has a flat nonthly fee and a per-mnute
usage rate, there will be two rate el enents.

“For exanpl e, the nethodol ogy descri bed herein ensures that
if Bell Atlantic achieves a growh in sales during a period when
rates are fixed, it retains that revenue grow h.

*An alternative nethod that Bell Atlantic has used woul d
di vide the various revenue cal culation of Step 2 bel ow by total
billing units for all rates, thereby producing an “average rate”
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The cal cul ational steps described bel ow determ ne whet her
Bell Atlantic's proposed revised rates are | awful under the AFOR

Step 1: calculate the revised PRI, using the follow ng
formula (al so stated at page 38 of the AFOR Order):

PRI (new) = PRl (current) x [1 + ( GDP-PI - X = Z )/100]

Wer e:
GDP- Pl = Percent change in the Gross Donestic Product
Price Index for the first quarter (ending March
31) of the current year conpared to the sane
quarter in the previous year.?®
X = Productivity offset of 4.5%
4 = Exogenous changes, expressed as a percentage of

t he revenue cal cul ation of Step 2.

Step 2: calculate revenues for the current AFOCR rate
year.” Multiply the rate for each rate el enent that was
in effect at the beginning of the year by the current
AFOR year's billing units for each rate el enent.?® Add

t hose separate revenue cal cul ations for the total

for all services. Except for its use as a calcul ational tool,
the average rate for all services is not a neaningful nunmber, and
we find that this additional step is not necessary.

°The AFOR Order requires the use of the GP-Pl for the
second quarter. An Oder issued on August 23, 1996 in Docket
Nos. 94-123 (the AFOR case) and 96-440 (the first annual AFOR
filing) changes the neasuring period to the first quarter of each
year .

The "current"” AFOR rate year is the year in effect at the
time of the Septenber 1 filing and that ends on Novenber 30. The
"new' AFOR year begins on Decenber 1 and is the year for which
Bell Atlantic will propose revised rates. For the purpose of the
revenue cal cul ati on, however, Bell Atlantic will use billing
units for the period described in footnote 8.

8The letter states that Bell Atlantic will use the "billing

determ nates for the 12-nonth period ending June 30 [of the
current AFOR rate year], or a representative sanple that is
annual i zed, if full-year results are unavailable.” For the first
two annual AFOR filings, Bell Atlantic has used the billing units
for March of the current year annualized by "closing factors."
The letter is consistent with the AFOR Order at 105-106, which
requires Bell Atlantic in each annual AFOR filing to "file"
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revenue cal cul ation. Price changes that took place
during the year are ignored.

Step 3: determ ne the maxi num anount of revenue
allowed. Divide the current year's revenue (from

Step 2) by the APl in effect at the begi nning of the
current AFOR rate year; nmultiply that result by the new
PRI (from Step 1).

Step 4: calculate the revenue that would be produced
by the proposed rates.® Miultiply the proposed rate for
each rate elenment by the current year's billing units
for that rate elenent (the same billing units used in
Step 2). Add those anobunts for a total revenue anount
for the new AFOR year. 10

Step 5: determ ne whether the proposed rates are at or

bel ow t he maxi mum al l owed | evel. The revenue anount
calculated in Step 4 nust be less than or equal to the
maxi mum al | owed revenue cal culation of Step 3. If it

is not, Bell Atlantic nust revise its proposed rates
and Step 4 nust be recal cul at ed.

Step 6: recalculate the APl for the new AFOR year.

Di vide the revenue cal culation for the new AFOR
year (Step 4) by the revenue calculation for the
current AFOR year (Step 2); multiply that ratio by
the APl for the current year.

billing determ nants for "the previous 12-nonth period endi ng
June 30."

°Proposed rate changes nmust, of course, conply with the
pricing rules stated at pp. 56-68 of the AFOR Order.

%“Proposed rates” include all rates that Bell Atlantic
proposes will be in effect for the follow ng year, including
those presently in effect and including any that were changed
during the current year.

“The nmet hod described for Step 6 is algebraically identical
to the nmethod described in the attachnment to the letter filed by
Staff (APl (new) = APl (current) x (1 + APl adjustnment)) in which
the "APlI adjustnment” is the percentage change in prices or
revenues.
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Accordi ngly, we

ORDER

In each annual AFOR filing, Bell Atlantic shall recal cul ate
the revised Price Regulation Index (PRI), the maxi mum overal
| evel of revised rates for core services and the revised Actual
Price Index (APl) for core services as stated in this Oder

Dat ed at Augusta, Miine this 23rd day of Decenber, 1997.

BY ORDER OF THE COWM SSI ON

Dennis L. Keschl
Adm nistrative Director

COW SSI ONERS VOTI NG FOR: Wl ch
Nugent
Hunt



